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SUBJECT: SADAT AND THE ECONOMY: COST OF LIVING 

REF CAIRO 3785 

1. IN APRIL 14 SPEECH (REFTEL) PRES SADAT STRESSED HIS CONCERN 
OVER IMPACT RISING COST OF LIVING IS HAVING ON LIVES OF 
EVEN MEDIUM-INCOME FAMILIES. WHILE RECOGNIZING THAT 
PROBLEM IS INTERNATIONAL IN SCOPE, HE SAID SITUATION CANNOT 
BE PERMITTED TO CONTINUE AND EGYPT WILL "HAVE TO TRY THE 
IMPOSSIBLE" IN ORDER TO CORRECT IT. 

2. CORRECTIVE MECHANISMS WHICH WILL BE EMPLOYED WERE 
NOT SPELLED OUT INSPEECH AND WILL PROBABLY BE ANNOUNCED 
WITH OTHER STEPS THAT ARE TO BE TAKEN OVER NEXT FEW WEEKS. 

IMF REPS NOW HERE IN CAIRO FEEL THAT, WITH HEGAZY OUT, 

PRES SADAT SHOULD BE ABLE TO DISCARD SUBSIDIES ASSOCIATED 
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USED FOR SUBSIDIES, PERMITTING PRICES TO RISE SOMEWHAT. 

THIS WOULD BE MAJOR STEP TOWARD EVENTUAL RATIONALIZATION 
OF PRICE STRUCTURE THAT IMF FEELS IS SINE QUA NON FOR 
ECONOMIC GROWTH. 

3. COMMENT: RECENT DISCUSSIONS IN ASSEMBLY AND GOE 
CONCERNING SALARY RAISES UNDER REVISED LABOR LAW FOR 
CIVIL SERVANTS OFFERS SOME SUPPORT TO IMF VIEW. HOWEVER, 
EMBASSY BELIEVES SUBSIDIES ARE TOO MUCH A PART OF SADAT 
REGIME TO BE DISCARDED AT THIS JUNCTURE, PARTICULARLY 
SINCE IT HAS BEEN SO HEAVILY TOUTED (ALBEIT BY HEGAZY) 

AS ONE OF MAJOR FACETS OF GOE EFFORTS TO RELIEVE PRESSURES 
ON POPULATION. IN ADDITION, SUBSIDIES ARE EASIEST AND FASTEST 
WAY TO REDUCE COSTS OF CONSUMABLES. WE FURTHER THINK 
THAT EGYPTIANS FEAR INFLATIONARY SPIRAL THAT MIGHT BE 
INITIATED WITH WIDESPREAD SALARY INCREASES. IF SUBSIDY 
PROGRAM IS AUGMENTED, THIS MAY HAVE EFFECT OF REDUCING 
LIKELIHOOD FOR AN IMF EXTENDED FACILITY FOR EGYPT. 
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